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Recommendation  #1 
OPI: 

A.  Seek  budget  authority  to  expend  the  45  mill 
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B.  Record  revenue  generated  by  the  basic  mill 
levy  and  the  subsequent  expenditures  in  the 
state's  accounting  records. 

Agency  Response:    Concur.   See  page  28. 
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OPI  charge  only  allowable  costs  to  the  ECIA 
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OPI  implement  procedures  to  ensure  the  mainte- 
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Agency  Response:   Concur.   See  page  28. 


Recommendation  #4 

OPI  establish  procedures  to  ensure  school  lunch 

matching  requirements  are  met. 
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Recommendation  #5 
OPI: 

A.  Adequately  segregate  the  duties  of  the  EDP  staff.  12 
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B.  Implement  procedures  to  adequately  safeguard 

the  minicomputer  facility.  12 

Agency  Response:   Concur.   See  page  29. 

C.  Adequately  document  a  disaster  recovery  plan.  ]2 
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ensure  compliance  with  the  law.  12 
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INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Office  of  Public  Instruc- 
tion (OPI)  for  the  two  fiscal  years  ended  June  30,  1988.  The  objectives  of  the  audit 
were  to: 

1.  Determine  if  OPI  complied  with  applicable  laws  and  regulations. 

2.  Make  recommendations  for  improvement  in  the  management  and 
internal  controls  of  OPI. 

3.  Determine  if  the  financial  schedules  present  fairly  OPI's  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1988. 

This  report  contains  six  recommendations  to  OPI.  These  recommendations 
address  areas  where  OPI  can  improve  management,  internal  controls,  financial 
reporting,  and  compliance  with  laws  and  regulations.  Other  concerns  deemed  not  to 
have  a  significant  effect  on  the  successful  operations  of  OPI  programs  are  not 
specifically  included  in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
costs,  if  significant,  of  implementing  the  recommendations  made  in  this  report. 

BACKGROUND 

OPI  was  established  by  Section  I,  Article  VI  of  the  Constitution  of  Montana. 
The  Superintendent  of  Public  Instruction  is  elected  to  serve  a  four-year  term  and  is 
responsible  for  the  general  supervision  of  the  public  schools  and  districts  of  the  state. 
The  superintendent  is  also  the  ex-officio  secretary  of  the  State  Board  of  Education 
and  was  the  governing  agent  and  executive  officer  for  vocational  education  in  the 
state  during  fiscal  year  1986-87.  The  1987  Legislature  designated  the  Board  of 
Regents  of  Higher  Education  the  governing  body  for  Montana's  Vocational-Technical 
centers.  The  superintendent  retained  the  position  of  governing  agent  and  executive 
officer  for  K-12  vocational  eduction. 

OPI  personnel  indicated  they  provide  services  to  approximately  1 52,000  school 
age  children  and  approximately  9,600  teachers  in  550  school  districts.  Services 
include  consultive  and  technical  assistance  in  planning,  implementing  and  evaluating 
educational  programs  in  such  areas  as  teacher  preparation,  teacher  certification, 
school  accreditation,  school  curriculum,  school  finance  and  school  law. 

OPI  had  110  employees  and  spent  or  distributed  a  total  of  approximately 
$270  million  in  fiscal  year  1986-87  and  $256  million  in  fiscal  year  1987-88  to  carry 
out  its  various  programs.    Budgeted  revenue  and  transfers  in  for  the  General  and 


Special  Revenue  Funds  totalled  approximately  $78  million  in  fiscal  year  1986-87  and 
$55  million  in  fiscal  year  1987-88.  Of  this  revenue,  $30  million  in  fiscal  year  1986- 
87  and  $31  million  in  1987-88  was  from  federal  assistance.  In  addition  the  office 
accounted  for  approximately  $27  million  in  fiscal  year  1986-87  and  $28  million  in 
fiscal  year  1987-88  of  federal  pass-through  moneys  in  the  Agency  Fund. 

OPI  is  responsible  for  the  administration  of  state  and  federal  moneys  used 
to  fund  Montana's  schools.  The  Montana  Constitution  directs  the  Legislature  to 
"provide  a  basic  system  of  free  quality  public  elementary  and  secondary  schools"  and 
to  "fund  and  distribute  in  an  equitable  manner  to  the  school  districts  the  state's  share 
of  the  cost  of  the  basic  elementary  and  secondary  school  system." 

Montana's  primary  plan  for  school  funding  is  known  as  the  "foundation 
program."  The  foundation  program,  originally  enacted  by  the  Legislature  in  1949, 
was  designed  to  equalize  public  school  financing  throughout  Montana  by  specifying 
budgeting  and  funding  requirements.  Subsequent  legislative  changes  include: 
1)  mandatory  levies  for  equalization;  2)  the  state's  "recapture"  of  any  surplus 
equalization  moneys;  and  3)  providing  for  uniform  property  tax  assessment  proce- 
dures. Additional  legislative  changes  expanded  the  revenue  base  for  the  foundation 
program  by  including  a  portion  of  the  coal  severance  tax  investment  income  and  the 
coal  severance  tax  itself. 

A  school  district's  "General  Fund"  is  the  recipient  of  foundation  program 
equalization  payments.  State  law  sets  a  school  district's  "General  Fund"  budget  at  a 
specific  amount,  which  does  not  require  voter  approval,  based  on  the  district's 
average  school  enrollment.  The  average  enrollment  is  referred  to  in  the  statutes  as 
the  "average  number  belonging"  or  ANB,  calculated  from  prior  year  attendance 
records.  This  budgeted  amount  is  known  as  the  general-fund-budget-without-a- 
vote. 

The  general  fund  budget  contains  two  portions.  An  amount  equal  to 
80  percent  of  this  budget  is  the  foundation  program.  This  is  the  minimum  level  of 
operating  expenditures  of  a  school  district,  as  specified  by  law,  sufficient  to  provide 
for  the  educational  programs  of  a  school.  The  remaining  20  percent  is  the  permissive 
amount.  State  law  "permits"  the  school  district  trustees  to  budget  the  permissive 
amount  above  the  foundation  program  amount  without  voter  approval. 

The  revenue  sources  which  finance  the  general-fund-budget- without-a-vote 
are  outlined  in  Illustration  I  on  page  4.  The  major  sources  include  the  equalization 
aid,  secondary  and  elementary  permissive  tax  levies  and,  if  necessary,  a  state  Gen- 
eral Fund  appropriation.  When  permissive  levies  provide  less  than  the  total  revenue 


needed  for  the  permissive  portion  of  the  budget,  the  state  finances  the  remaining 
amount. 

Any  amount  which  the  trustees  budget  over  the  total  of  the  general-fund- 
budget-without-a-vote  must  be  approved  by  the  voters.  This  amount  is  financed  by 
any  unreserved  cash  balance  in  the  district's  "General  Fund"  at  year-end,  motor 
vehicle  fees,  non-tax  revenues,  and  a  voted  district  levy. 

In  the  last  four  reports  issued  for  the  audit  of  OPI,  covering  fiscal  years 
1978-79  through  1985-86,  we  identified  problems  in  the  administration  of  the 
foundation  program.  These  problems  related  to  the  1)  calculation  and  remittance  of 
county  equalization  surplus;  2)  reporting  of  cash  reappropriated;  3)  overdistribution 
of  state  equalization  to  counties;  and  4)  late  submission  of  county  superintendent's 
and  treasurer's  reports. 

In  addition  to  testing  of  foundation  program  transactions  at  OPI,  we  issued 
our  Special  Purpose  Audit  Report  on  the  Collection  of  State  Revenues  by  Montana 
Counties,  presented  to  the  Legislative  Audit  Committee  in  January  1986. 
Equalization  problems  noted  in  that  report  include; 

1 .  Untimely  distributions  of  county  equalization  funds  to  school  district 
accounts;  and 

2.  Errors  in  distribution  of  funds  between  equalization  accounts. 

We  noted,  in  our  last  report  on  OPI,  these  problems  were  symptoms  of  a 
larger  problem.  The  foundation  program,  as  administered,  requires  so  much 
communication  between  county  officials  and  OPI  that  it  is  too  cumbersome  to  operate 
efficiently.  Illustration  II,  on  page  5,  represents  graphically  the  present  system  of 
equalization.  Additionally  the  number  and  variation  of  funding  sources,  as  shown  in 
Illustration  I,  on  page  4,  reflect  the  complexity  of  the  program.  We  recommended 
centralizing  the  foundation  program  in  each  of  the  last  four  audit  reports  for  OPI. 

A  state  teacher's  organization  and  68  school  districts  challenged  the 
constitutionality  of  the  foundation  program  on  the  basis  the  program  denied  equal 
education  to  all  students.  This  lawsuit  was  filed  April  25,  1985,  in  the  First  Judicial 
District  in  Helena,  Montana.  The  lawsuit  was  decided  for  the  plaintiffs,  against  OPI 
and  the  state,  in  January  1988.  The  presiding  judge  made  the  decision  effective  on 
October  1,  1989,  in  order  to  give  the  1989  Legislature  an  opportunity  to  correct  the 
foundation  program's  inequities. 

As  a  result  of  the  uncertainty  surrounding  the  ultimate  fate  of  the  equalization 
program  and  'n  light  of  the  recent  court  decision,  we  did  not  pursue  implementation 
of  our  prior  audit  recommendation  related  to  the  foundation  program. 


Illustration  I 
FUNDING  FOR  SCHOOL  DISTRICT  "GENERAL  FUND' 


FOUNDATION   PROGRAM   (30%) 

PERMISSIVE  AMOUNT  (20%) 

VOTED   BUDGET   - 

DISTRICT 

GENERAL  FUND  APPROPRIATION 

STATE  GENERAL  FUND  APPROP. 

PROPERTY  TAX  LEW 

INCOME  TAXES  (31.8%) 

5  MILL  ELEMENTARY  LEVY 

UNRESERVED  CASH  BALANCE 

CORPORATE  LICENSE  TAXES  (25%) 

4  MILL  SECONDARY  LEW 

MOTOR  VEHICLE  FEES 

U.  S.  OIL  AND  GAS  ROYAUTIES  (100%) 

MOTOR  VEHICLE  FEES 

2 

COAL  TAX  (15.75%) 

SCHOOL  LANDS  INTEREST  AND  INCOME 

TAYLOR  GRAZING  (50%) 

1 
MISCELLANEOUS  REVENUE 

FEDERAL  FOREST  FUNDS  (33   1/3%) 

17  MILL  SECONDARY  LEW 

28  MILL  ELEMENTARY  LEW 

CASH  FROM  THE  PRIOR  YEAR 

MOTOR  VEHICLE  FEES 

EDUCATION  TRUST  FUND  INVESTMENT  INCOME 

MAXIMUM  GENERAL- FUND- BUDGET-WITHOUT-A-VOTE 

Miscellaneous  revenue  includes  50%  of  federal  flood  payments  to 
a  county,  other  payments  made  in  lieu  of  property  taxes,  and  all 
court  fines  collected  for  which  another  use  is  not  specified. 

Coal  tax  is  scheduled  to  decrease  to  3.8%  of  severance  tax 
collected  on  July  1,  1989. 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor 


Illustration  II 
PRESENT   SYSTEM  OF   FOUNDATION   PROGRAM   FUNDING 


Cou 

nly  Cosh  Reopproprioted  •       | 

FY 

1986 

-87 

$3,393.1  57 

}t 

1987 

-88 

t2.257.602 

Mjscelloneous  County  Collections 
rf  1986-87      $1,296,397 
FY  1987-88       Jl,M2.156 


Motor  Vehicle  Tees  • 
n  1986-87      $6,479,063 
FY  1987-88      $5,007,277 


Bosic  Mill  Levy  • 
n  1986-87      $97,664,345 
FY   1987-88       $91,864,201 


Federol  Forest  Funds  • 
FY  1986-87       $1,344,420 
n  1987-88      $1,481,429 


Toylof  Groiing  • 
n  1986-87      $100,456 
FY  1987-88       $105,042 


Stele  Corpofotion  Ucence  (25%)  + 

FY  1986-87     $7,686,518 
FY  1987-88    $10,557,529 


U.S.  Oil  and  Cos  Royolties  (lOOX) 
FY   1986-87     $23,433,021 
FY   1987-88     $26,327,798 


School  Lands  Interest  b  'ncome 
FY  1986-87     $35,529,619 
FY   1967-88     $34,078,544 


Stole  Cool  Tox  (16.79S)  + 

FY  1986-87     $10. '04. 150 
FY  1987-88     $14,215,851 


1/3  Sno.e  ol 

Tronspoftol 

FY  1986-87 

FY  1987-88 

Elennenlcfy    • 

on  Budget 
$3,749,565 
$4,010,616 

County 
Eguoliiation 


FY   1936-87 
FY   1987-88 


$110,277,838 
$101,857,707 


High  School  Tuition  Payments  ■ 
FY  1986-87     $746,631 
FY  1987-88    $1,077,189 


V 

__ 


County  Surplus 

FY  1986-87    $16,254,808 
FY  1987-88    $10,564,042 


Education  Trust  Fund  + 
lnveslfT>ent  Income 

FY   1986-87     $1  1.068.301 
FY  1987-88     $3.430.171 


Generol  Fund  Appropriotion   + 

FY  1986-87     $46,578,265 
FY  1987-88     $27.840.3.55 


State  Income  Tu«  (31  6%)  + 

25X  FY  1906-87  $48,669,237 

31.8X  FY  1987-88    $76,494,683 


Stole 
Equalization  Aid 


FY  1986-87    $199,325,919 
FY   1987-88     $203,508,956 


Foundotion  Progrom 

FY  1985-87    $288,852,752 
FY  1987-88    $289,714,816 


*  Compiled  from  unaudited  county   treasurers'    reports    submitted 

to   OPI. 


+  Compiled   from  accounting  records   of  various   state   agencies, 
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ACCOUNTING  PROCEDURES 

Basic  Mili  Levy  as  State  Revenue 

The  state  levies  a  statewide  tax  of  45  mills  on  the  value  of  all  real  property 
in  the  state.  The  tax  is  collected  by  the  county  treasurers  and  distributed  to  school 
districts  as  part  of  the  state's  school  foundation  program.  The  revenue  and  related 
expenditures  from  this  tax  have  never  been  recorded  on  the  state's  accounting 
records.  This  is  a  prior  audit  recommendation.  The  omission  was  first  identified  in 
our  audit  of  Montana's  statewide  financial  statements  in  early  fiscal  year  1984-85. 
We  researched  the  question  and  based  on  a  1974  Montana  Supreme  Court  decision 
verified  the  45  mill  tax  levy  was  indeed  a  state  tax.  We  then  asked  the  Governmental 
Accounting  Standards  Board  (GASB),  the  governmental  accounting  rule  makers,  for 
an  opinion  on  whether  revenue  from  the  45  mills  and  the  related  expenditures  should 
be  reported  on  the  state's  financial  statements.  GASB  staff  responded  "...  for 
purposes  of  accountability  -  for  demonstrating  sources  and  uses  of  state  revenues  - 
I  recommend  reporting  the  entire  county  mill  levy  ...  on  the  face  of  the  state's 
financial  statements."  As  a  result,  we  issued  an  adverse  opinion  on  OPI  financial 
schedules  for  fiscal  years  1984-85  and  1985-86. 

The  revenue  generated  from  the  basic  levy  still  has  not  been  recorded  on  the 
state's  accounting  records  as  provided  in  section  17-1-102,  MCA,  which  requires  the 
state's  accounting  records  to  be  in  accordance  with  generally  accepted  accounting 
principles.  The  revenue  should  be  recorded  on  OPI's  accounting  records  because  OPI 
is  responsible  for  the  foundation  program  administration.  The  basic  levy  revenue 
should  be  recorded  on  the  state's  accounting  records  whether  the  state  receives  the 
cash  or  not.  Fiscal  year  1987-88  revenue  generated  from  the  basic  mill  levy  was 
approximately  $83  million  and  was  approximately  $79  million  in  fiscal  year  1986- 
87. 

Recording  the  revenue  on  the  state's  accounting  records  will,  in  turn,  require 
appropriation  authority  to  allow  recording  the  expenditures  for  equalization. 
However,  OPI  would  not  be  asking  for  additional  funding  for  the  foundation 
program.  The  money  involved  is  currently  used  for  the  foundation  program. 
Receiving  appropriation  authority  would  allow  OPI  to  properly  reflect  the  total 
foundation  program  activity.  The  legislature  has  the  option  of  appropriating  the  45 
mill  money  through  biennial  appropriations  renewed  each  legislative  session  or  by 
including  it  in  statutorily  authorized  appropriations.  OPI  did  not  obtain  expenditure 
authority  from  the  1987  Legislature.  Since  program  funds  are  required  to  be 
recorded  in  the  Special  Revenue  Fund  and  Special  Revenue  Fund  expenditures  must 
have  an  appropriation,  the  foundation  moneys  were  not  recorded  on  the  accounting 


records  in  either  fiscal  year  1986-87  or  1987-88.  Not  recording  these  revenues  and 
expenditures  again  resulted  in  an  adverse  opinion  on  OPI's  financial  schedules  for  the 
two  fiscal  years  ended  June  30,  1988. 

Recommendation  #1 
We  recommend  OPI: 

A.  Seek  budget  authority  to  expend  the  45  mill  basic  levy. 

B.  Record  revenue  generated  by  the  basic  mill  levy  and  the  subsequent 
expenditures  in  the  state's  accounting  records. 

FEDERAL  COMPLIANCE 

As  part  of  our  audit,  we  tested  compliance  with  federal  laws,  including 
allowability  of  expenditures,  for  specific  grants.  Our  procedures  were  designed  to 
satisfy  requirements  of  the  Federal  Single  Audit  Act  of  1984  and  Office  of  Manage- 
ment and  Budget  (OMB)  Circular  A- 128.  We  specifically  tested  compliance  and 
expenditure  allowability  for  grant  funds  from  School  Foods,  Education  Consolidation 
and  Improvement  Act  (ECIA)  Chapter  I,  Education  of  Handicapped  Act  Part  B 
(EHA-B),  and  the  Food  Distribution  Program  for  the  two  fiscal  years  ended  June  30, 
1988  and  from  Vocational  Education  for  OPI  for  fiscal  year  1986-87.  The  following 
sections  cover  concerns  related  to  federal  grants. 

ECIA  Chapter  II  (CFDA  #84.151)  Federal  Funds  Supplant  General  Fund 

Federal  regulations  require  at  least  80  percent  of  ECIA  Chapter  11  Block 
Grant  funds  be  distributed  to  schools  which  submit  applications  showing  allocation 
of  funds  between  basic  skills  development,  educational  improvement  and  support 
services,  and  special  projects.  The  balance  of  the  grant  may  be  used  for  administra- 
tion. The  amount  of  monev  expended  under  the  block  grant  during  fiscal  year  1986- 
87  was  $2,273,956  and  in  1987-88  was  $2,229,872  of  which  $429,973  and  $410,669 
were  related  to  administration  in  each  year,  respectively.  Public  Law  97-35 
establishes  the  ECIA  Chapter  II  Block  Grant.  It  limits  the  use  of  ECIA  Chapter  II 
funds  to  activities  which  supplement  and  increase  the  level  of  funds  that  would 
otherwise  have  been  available  in  the  absence  of  federal  funds  and  prohibits  the  use 
of  funds  for  performing  functions  mandated  by  state  law.  OPI's  data  processing 
department  is  entirely  funded  by  ECIA  Chapter  II  Block  Grant  funds.   The  office 


processes  reports  which  support  major  state  legislated  functions  such  as  the 
foundation  program,  transportation,  and  teacher  certification.  In  supporting  these 
programs  with  Block  Grant  funds,  OPI  is  supplanting  state  effort  with  federal  funds. 
In  fiscal  year  1986-87  and  1987-88  OPI  personnel  estimated  50  percent  of 
data  processing  activities  were  not  related  to  ECIA  projects  or  approximately 
$125,727  and  $108,436,  respectively.  We  question  the  allowability  of  these  costs.  OPI 
could  lose  ECIA  Chapter  II  Block  Grant  funds  if  the  supplanting  condition  is  not  cor- 
rected. This  was  a  prior  audit  recommendation  with  which  OPI  concurred.  OPI 
personnel  indicated  they  have  reorganized  the  funding  for  data  processing  beginning 
in  fiscal  year  1988-89  in  order  to  correct  this  situation. 

Recommendation  #2 

We  recommend  OPI  charge  only  allowable  costs  to  the  ECIA  Chapter  II 

Block  Grant. 


ECIA  (CFDA  #84.010')  Maintenance  of  Effort 

OPI  uses  a  computer  report  to  monitor  the  school  districts'  maintenance  of 
effort  for  the  Education  Consolidation  and  Improvement  Act  (ECIA).  We  were  not 
able  to  trace  information  on  the  computer  report  used  by  OPI  to  the  trustees'  reports, 
submitted  by  school  districts,  which  support  the  OPI  report.  OPI  personnel  indicated 
the  differences  we  noted  between  OPI's  computer  report  and  the  supporting  trustees' 
reports  were  due  to  adjustments  made  by  OPI  personnel  to  the  trustee  information, 
after  the  trustees'  reports  were  received  by  OPI.  No  documentation  of  why  the 
adjustments  were  made  was  available. 

OPI  is  responsible  for  monitoring  the  school  district  maintenance  of  effort  for 
the  ECIA  program.  Ensuring  the  monitoring  report  is  adequately  supported  is  an 
essential  part  of  fulfilling  that  responsibility.  OPI  and  the  local  school  districts  face 
possible  sanctions  from  the  U.S.  Department  of  Education  if  the  required  level  of 
effort  is  not  maintained.  Although  we  found  no  evidence  the  school  districts  were 
not  maintaining  an  appropriate  level  of  effort,  we  could  not  gain  adequate  assurance 
due  to  the  lack  of  support  for  adjustments  made  by  OPI  to  trustee  report  information. 

OPI  personnel  indicated  all  adjustments  will  be  documented  in  fiscal  year 
1988-89  and  beyond. 


Recommendation  #3 

We  recommend  OPI  implement  procedures  to  ensure  the  maintenance  of  level 

of  effort  report  is  adequately  supported. 

School  Lunch  (CFDA  #  10.555)  Matching 

OPI  did  not  meet  the  required  state  matching  expenditures  in  the  school  lunch 
program  in  fiscal  year  1987-88.  State  expenditures  fell  $377  short  of  meeting  the 
required  $594,751.  OPI  personnel  indicated  expenditures  are  accrued  near  year-end 
based  on  estimates.  When  the  actual  invoices  were  received  the  expenditures  were 
less  than  estimated  and  thus  expenditures  fell  short.  The  amount  was  believed  to  be 
to  small  to  redistribute. 

The  remaining  match  could  have  been  met  by  charging  OPI  operating  costs 
for  the  school  lunch  program,  such  as  telephone  charges  related  to  food  distribution, 
to  the  match  appropriation. 

RECOMMENDATION  #4 

We  recommend  OPI  establish  procedures  to  ensure  school  lunch  matching 

requirements  are  met. 

INTERNAL  CONTROL 

Electronic  Data  Processing  Controls 

OPI  operates  a  minicomputer,  a  microcomputer  network  and  several  indepen- 
dent microcomputers  to  process  financial  and  non-financial  information.  The 
primary  uses  of  the  minicomputer  are  to: 

process  information  on  the  foundation  program  and  generate  various 
reports  used  by  OPI  personnel  to  administer  the  program; 

process  information  on  grant  reports  received  from  school  districts  and 
generate  reports  used  by  OPI  grants  accountants;  and 

process  information  and  generate  reports  on  teacher  certification. 

The  microcomputer  network  is  going  to  be  used  to  process  federal  grant 
accounting  information  and  will  directly  input  information  on  the  accounting  records 


in  fiscal  year  1988-89.  The  independent  microcomputers  are  used  in  a  variety  of  OPI 
applications. 

As  part  of  our  audit  we  reviewed  internal  controls,  both  accounting  and 
administrative,  over  significant  financial  operations.  Although  we  did  not  identify 
any  electronic  data  processing  (EDP)  controls  key  to  the  financial  operations  of  OPI, 
we  did  identify  some  control  weaknesses  in  the  EDP  general  controls.  EDP  general 
controls  are  those  controls  that  relate  to  all  or  many  computerized  activities.  These 
controls  include  controls  that  limit  the  use  of  and  changes  to  data  maintained  on  com- 
puter files.  General  controls  also  include  controls  that  safeguard  physical  safety  of 
computer  hardware  and  software.   The  weaknesses  we  noted  related  to: 

segregation  of  EDP  duties; 

restriction  of  physical  access  to  the  computer;  and 

documentation  of  disaster  recovery  plans. 

Segregation  of  duties  is  a  control  that  limits  the  ability  of  one  person  to 
perpetrate  errors  or  irregularities  and  then  conceal  those  errors  or  irregularities.  We 
noted  that  although  OPI's  EDP  staff  numbers  seven  individuals,  several  key  functions 
were  performed  by  one  or  two  individuals.  For  example,  one  individual  performs 
primary  duties  of: 

-  security  officer; 

-  systems  analysis; 

-  programming,  development  and  maintenance; 

-  documentation  and  backup  procedures;  and 

-  minicomputer  systems  maintenance. 

The  same  individual  has  secondary  responsibility  for  backup  input/output  controller 
and  microcomputer  network  design  and  installation.  OPI  personnel  indicated  that 
lack  of  segregation  of  duties  was  the  result  of  not  having  a  staff  large  enough  to  allow 
one  individual  to  perform  one  function  and  that  some  duplication  is  inevitable.  While 
this  is  true,  OPI  could  better  segregate  duties  with  the  current  staff.  To  better 
segregate  the  duties  of  the  individual  in  our  example  above,  OPI  could: 

assign  security  officer  duties  to  either  someone  else  in  the  EDP  sec- 
tion with  less  responsibility  for  programming  and  systems  analysis  or 
to  someone  at  OPI  outside  the  EDP  section; 

implement  policies  and  procedures  to  ensure  staff  with  both  program- 
ming and  systems  analysis  duties  do  not  serve  in  the  systems  analysis 
capacity  in  areas  where  they  have  programming  responsibility  or  visa 
versa;  and 
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implement  procedures  to  ensure  minicomputer  systems  maintenance 
is  approved  and  reviewed  by  the  manager. 

Since  these  suggestions  and  other  changes  required  to  ensure  segregation  of  duties  can 
be  accomplished  by  redistributing  assignments  and  implementing  policies  and 
procedures  with  existing  staff,  the  cost  of  implementation  will  not  be  significant. 

Physical  access  to  the  room  containing  the  minicomputer  should  be  restricted 
to  reduce  the  risk  of  unauthorized  activity  or  vandalism  and  destruction  of  EDP 
hardware.  We  noted  the  EDP  facility  does  not  have  fire  or  burglar  alarm  protection. 
OPI  personnel  indicated  no  major  losses  have  occurred  to  this  point  as  a  result  of  not 
having  fire  or  burglar  alarms.  The  lack  of  loss  to  fire  or  break-in  in  the  past  does 
not  eliminate  the  possibility  of  loss  in  the  future.  We  also  noted  programmer  analysts 
have  keys  for  after  hours  access  to  the  computer  room  when  they  should  not  need 
access  to  the  computer  room  at  all.  OPI  personnel  indicated  programmer  analysts 
needed  access  to  the  computer  room  to  retrieve  printouts  when  working  after  hours. 
The  printer  and  computer  can  be  physically  separated  to  eliminate  the  need  for  after 
hours  access  to  the  computer  room  by  programmer  analysts. 

A  well  documented  disaster  recovery  plan  can  reduce  the  loss  when  EDP 
hardware  or  software  are  damaged  or  destroyed.  State  policy  requires  "A  disaster 
contingency  process  should  be  developed  to  document  alternative  means  of  operating." 
OPI  does  not  have  a  documented  disaster  recovery  plan.  OPI  personnel  indicated 
staff  had  been  assigned  the  task  of  documenting  a  disaster  recovery  plan  but  that  they 
are  busy  and  it  had  been  assigned  a  low  priority. 

The  weaknesses  identified  above  did  not  impact  our  ability  to  audit  OPl's 
accounting  records  in  the  current  audit.  However,  in  fiscal  year  1988-89,  OPI 
implemented  an  accounting  system  on  a  microcomputer  network.  This  system  will 
directly  input  information  to  OPI  accounting  records.  The  integrity  of  this  system 
is  impacted  by  the  controls  over  EDP  operations  at  OPI.  The  foundation  of  EDP 
controls  over  any  system  is  a  good  system  of  EDP  general  controls.  EDP  general 
controls  provide  assurance: 

information  was  processed  consistently  during  a  particular  period  of 
time; 

changes  to  data  and/or  software  were  properly  authorized; 

errors  or  irregularities  will  be  detected  in  a  timely  manner;  and 

assets,  hardware  and  software,  are  adequately  safeguarded. 
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If  the  weaknesses  noted  above  are  not  corrected,  OPI's  future  ability  to  represent  that 
financial  records  are  accurate  and  complete  may  be  adversely   affected. 

Recommendation  #5 
We  recommend  OPI: 

A.  Adequately  segregate  the  duties  of  the  EDP  staff. 

B.  Implement  procedures  to  adequately  safeguard   the  minicomputer 
facility. 

C.  Adequately  document  a  disaster  recovery  plan. 

STATE  COMPLIANCE 

Special  Education  Contingency  Appropriation 

The  1987  Legislature  created  an  appropriation  to  fund  emergencies  that  may 
arise  in  special  education  programs  in  local  school  districts.  To  apply  for  an 
allocation  from  the  appropriation,  a  school  district  was  required  to  provide  the 
Superintendent  of  Public  Instruction  with: 

a  child  study  team  report  for  each  child; 

an  individual  education  plan  relating  to  the  unforseen  expense;  and 

a  current  listing  of  programs,  caseloads  and  related  costs. 

During  fiscal  year  1987-88  OPI  allocated  $10,000  of  this  appropriation  to  a 
local  district  without  the  required  documentation.  Without  the  required 
documentation  we  were  unable  to  determine  if  the  allocation  complied  with 
legislative  intent.  Personnel  at  OPI  indicated  they  were  unaware  of  the  specific 
requirements  of  the  appropriation  law. 

Recommendation  #6 

We  recommend  OPI  implement  procedures  to  ensure  personnel  are  aware  of 

applicable  appropriation  laws  and  to  ensure  compliance  with  the  law. 

PRIOR  AUDIT  RECOMMENDATIONS 

Our  office  performed  the  OPI  audit  for  the  two  fiscal  years  ended  June  30, 
1986.   The  report  contained  eight  individual  recommendations  still  applicable  and 
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directed  to  OPI.  OPI  implemented  five  and  did  not  implement  three.  Of  the 
recommendations  not  implemented,  OPI  concurred  with  two  and  did  not  concur  with 
one.   One  of  these  recommendations  is  discussed  in  this  report  on  page  7. 

Recommendations  not  implemented  and  not  discussed  in  this  report  were: 
1)  to  implement  specific  procedures  to  ensure  revenue  and  expenditures  are  recorded 
in  the  proper  fiscal  year;  and  2)  to  ensure  transactions  input  by  other  agencies  were 
proper.  Agency  personnel  indicated  these  procedures  have  not  been  established.  Our 
audit  work  for  fiscal  years  1986-87  and  1987-88  did  not  disclose  material  errors  that 
resulted  from  failure  to  implement  these  procedures,  and  thus  we  make  no  further 
recommendation  in  this  report.  However,  we  believe  the  recommendations  are  still 
valid  and  we  will  continue  to  monitor  to  ensure  revenue  and  expenditures  are 
recorded  in  the  proper  year  and  transactions  input  by  other  agencies  are  proper. 
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AUDITOR'S  OPINION  LETTER  AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader 
of  the  financial  schedules  the  degree  of  reliance  that  can  be  placed  on  the  amounts 
presented.  The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments  for  errors  noted  during  the  audit. 
This  is  done  to  convey  the  degree  of  reliance  to  users  of  SBAS. 

We  issued  an  adverse  opinion  because  revenues  and  expenditures  related  to 
the  basic  45  mill  school  foundation  program  levies  are  not  recorded  on  the  following 
three  schedules: 

Schedule  of  Changes  in  Fund  Balance 

For  the  Two  Fiscal  Years  Ended  June  30,  1988; 

Schedule  of  Budgeted  Revenue  and 
Transfers  In  -  Estimate  and  Actual 
For  the  Two  Fiscal  Years  Ended  June  30,  1988;  and 

Schedules  of  Program  Expenditures  and 
Transfers  Out  -  Budgeted  and  Actual 
For  Fiscal  Years  1986-87  and  1987-88. 

An  adverse  opinion  indicates  the  schedules  are  misstated  to  such  an  extent  that  a  user 
should  not  rely  on  the  SBAS  information  presented  or  on  the  underlying  records. 

We  issued  an  unqualified  opinion  on  the  Schedule  of  Agency  Fund  Activity 
for  the  two  years  ended  June  30,  1988.  An  unqualified  opinion  means  the  schedule 
is  fairly  stated  and  the  user  may  rely  on  the  SBAS  information  as  presented  and  on 
the  underlying  records. 
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LEGISLATIVE  AUDITOR: 
SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Office  of  Public  Instruction 
for  each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988,  as  shown  on  pages  17  through  26. 
The  information  contained  in  these  schedules  is  the  responsibility  of  OPI's  management.  Our 
responsibility  is  to  express  an  opinion  on  those  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as 
well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  pro\  ides  a 
reasonable  basis  for  our  opinion. 

As  described  in  Note  I,  these  financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity  with  generally  accepted 
accounting  principles. 

OPl  does  not  record  all  activity  associated  with  the  basic  45  mill  levies  for  the  school 
foundation  program.  As  a  result.  Special  Revenue  Fund  revenues  and  expenditures  for  fiscal  years 
1986-87  and  1987-88  are  understated  by  approximately  $79  million  and  $83  million,  respectively. 

In  our  opinion,  because  of  the  effects  of  the  matter  discussed  in  the  preceding  paragraph,  the 
Schedule  of  Changes  in  Fund  Balances,  the  Schedule  of  Budgeted  Revenue  and  Transfers  In  - 
Estimated  and  Actual,  and  the  Schedules  of  Budgeted  Program  Expenditures  and  Transfers  Out  by 
Object  and  Fund  -  Budgeted  and  Actual  do  not  present  fairly  the  results  of  operations  and  changes 
in  fund  balances  of  the  Office  of  Public  Instruction  for  the  fiscal  years  ending  June  30,  1987,  and 
1988,  in  conformity  with  the  basis  of  accounting  described  in  Note  I. 
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In  our  opinion,  the  Schedule  of  Agency  Fund  Activity  presents  fairly  the  results  of  operations 
of  such  fund  of  the  Office  of  Public  Instruction  for  the  two  fiscal  years  ended  June  30,  1988,  in 
conformity  with  the  basis  of  accounting  described  in  Note  i,  applied  on  a  consistent  basis. 

IJespectfully  submitted, 
Jarn 


les  Giiiett,  CPA 
Deputy  Legislative  Auditor 


September  30,  1988 
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OFFICE  OF  PUBLIC  INSTRUCTION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1988 


General  Fund 


Special 

Revenue 

Funds 


FUND  BALANCE:  July  1,  1986 


$(26,730.337)^ 


ADDITIONS: 

Fiscal  Year  1986-87 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Transfers  In  Adjustments 
Prior  Year  Expenditure  Adjustments 
Support  From  State  Of  Montana 
Cash  Transfers  In 
Prior  Year  Revenue 
Prior  Year  Transfers  In 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1987-88 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Expenditure  Adjustments 
Support  From  State  Of  Montana 
Cash  Transfers  In 
Prior  Year  Revenue 
Prior  Year  Transfers  In 
Direct  Entries  to  Fund  Balance 
Total  Additions 


49 

,866 

78,598,521 

9 

13,451 

47 

,455 

4 

,500 

60 

,155 

,715 

104,651,561^ 
(11,005) 
641,682 
641,371 

45, 

,329 

55,732,959 

9 

152,509 

22, 

,214 

13,841 

37, 

,221, 

,203 

141,783,466^ 
(2,219,037) 
4,670 
9,350,0003 

97, 

,546, 

300 

389.353,989 

REDUCTIONS : 

Fiscal  Year  1986-87 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Transfers  Out  Adjustments 
Fiscal  Year  1987-88 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Prior  Year  Transfers  Out  Adjustments 
Total  Reductions 

RJND  BALANCE:   June  30,  1988 


60,303,885 
(46,340) 


37,288,755 

97.546,300 

$     -0- 


183,320,181 
(5,876) 
51,639 
(3,069) 

190,750,986 
(380,520) 

4.225 

373,737,566 

$(11,113.914)^ 


See  Note  10  on  page  25 
See  Note  8  on  page  24 
See  Note  9  on  page  24 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  22  through  26. 
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OFFICE  OF  PUBLIC  INSTRUCTION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


Licenses    Sale  of 

and     Documents  & 
Permits   Merchandise 


Taxes 


Charges  Rentals,    Grants, 

For        Fines  &     Leases  &   Contracts, 
Services     Forfeits     Royalties  Donations 


Other 

F  i  nanc  i  ng 

Sources 


Federal 


Total 


Fiscal  Year  1987-88 

GENERAL  FUND 
Estimated  Revenue        $25,000 
Actual  Revenue  45.329 

Col  lections  Over 

(Under)  Estimate       $20.329 


10 
0 


25,010 
45.329 


20.319 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 

$22,086 
45.329 

$24,549 
33.139 

$19,337,587 
10.567.157 

$145,125 
91.783 

$  1,200,000 
0 

$45,000 
53.350 

$6,300 
6.281 

Collections  Over 
(Under)  Estimate 

$23,243 

$  8,590 

$(8,770,430) 

$(53,342) 

$(1,200,000) 

$  8.350 

$  (19 

Fiscal  Year  1986-87 

GENERAL 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

$50,000 
49,866 

$  (134) 

$      1 
0 

$     (1) 

$  77,511,142 
13.009.878 

$(64.501.264) 


$21,304,113 
31.926.042 


$10.621.929 


$119,595,902 
55.732.959 

$(63.862.943) 


50,001 
49.866 


(135) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimte 


$  56,071   $17,630,024    $166,371    $750,000 
20.224    17,024,370     110,609     753.420 


$(35,847)     $     (605.654)       $(55.762)       $     3.420 


$25,000         $7,000         $  43,812,025         $28,450,316        $  90,896,807 
28.425  6.219  30.465.745  30.189.509  78.598.521 

$  3.425         $  (781)       $(13.346.280)       $  1,739,193         $(12,298,286) 


See  note  11  on  page  25. 
See  note  7  on  page  24. 
See  note  13  on  page  26. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  22  through  26. 
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OFFICE  OF  PUBLIC  INSTRUCTION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Chief  State  Distribution 

School  Vocational  Administrative   Special      To  Public 

Officer    Basic  Skills  Education     Services     Services      Schools 


$  83,453    $  764,420  $269,643 
329 

16.464      160.886  55.647 

99.917      925.635  325.290 


$  938,504   $  669,511 


192.922 
1,131,426 


138.303 
807.814 


Total 

$  2,725,531 

329 

564.222 

3.290.082 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 


8,178 

48,164 

9,090 

167,016 

332,566  $ 

2,363 

567,377 

3,555 

23,650 

3,508 

28,568 

25,934 

5,733 

90,948 

4,158 

69,126 

16,394 

79,495 

41,635 

282 

211,090 

10,647 

109,219 

28,773 

55,635 

169,705 

6,763 

380,742 

2,802 

30,969 
3,520 

3,068 

142,240 
9,488 

13,516 

192,595 
13,008 

181 

52,675 

360 

37,500 

6,036 

96,752 

10,335 

27,038 

4,687 

35,110 

84,630 

367,953 

529,753 

15,336 

2,564 

17,900 

55.192 


364,361 


65,880 


555,052 


676,586 


383,094 


2,100,165 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


2,120 

85 

2.205 


26,251 

486 

26.737 


5,362 
1.228 
6.590 


17,992 

7,189 

25,181 


46,784 

2,094 

48,878 


2,170 
300 


2,470 


100,679 
11.382 


112.061 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


217.226,478 
217.226.478 


217.226,478 
217,226.478 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


$157,314 


34,716 
34,716 


$1.351,449 


46,174 
46,174 


$443,934 


82.247 
82.247 


$1.793,906 


173.312 
173.312 


467,985 
3.606,010 
4,073,995 


900,511 
900,511 


467,985 
3,606.010 


$1.706.590  $222.586,548 


4 

,073, 

,995 

1 

,236 

,960 

1 

,236 

,960 

$228 

,039, 

>7^r 

GENERAL  FUND 

Budgeted  $132,451 

Actual  130.847 

Unspent  Budget  Authority     $  1 . 604 


$  933,152 

924.170 

$    8.982 


$171,667 

170.263 

$  1.404 


$  854,392 

846.588 

$    7,804 


435,688 
431,636 


$  96,924,315 
34,785,251 


4.052  $  62, 


139,064 


$  99,451,665 

37.288,755 
$  62,162,910 


SPECIAL  REVENUE  FUND 

Budgeted  $  26,568 

Actual  26,467 

Unspent  Budget  Authority  $   101 


$  486,403 

427,279 

$   59,124 


$274,185 

273,671 

$    514 


$1,034,525 

947,318 

$   87.207 


$1,329,304  $183,359,345   $191,510,330 

1.274.954   187.801.297    190,750.986 

$   54,350  $    558.048   $ 


558.048 


759.344 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
to  the  financial  schedules  on  pages  22  through  26. 


Additional  information  is  provided  in  the  notes 
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OFFICE  OF  PUBLIC  INSTRUCTION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1987 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Chief  State 
School 
Officer    Basic  Skills 


$  84,091 

15.496 
99.587 


$  740,693 

261 

153.819 

894.773 


Vocational 
Education 

$391,374 

144 

89.780 

481.298 


Administrative 
Services 

$1,035,889 

1,956 

210.098 

1.247.943 


Special 
Services 

E  602,756 

244 

124.624 

727.624 


Distribution 
To  Pub I ic 
Schools 


Total 

2,854,803 

2,605 

593.817 

3,451,225 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Conmuni cat  ions 
Travel 
Rent 

Ut  i I i  t  i  es 

Repair  &  Maintenance 
Other  Expenses 
Total 


5,794 

75,435 

27,332 

354,009 

88,016  $ 

704 

551,290 

2,315 

15,632 

4,767 

29,044 

25,708 

95 

77,561 

3,687 

54,360 

19,690 

79,511 

42,866 

200,114 

9,195 

57,549 

41,206 

59,581 

131,025 

1,685 

300,241 

2,519 

23,215 

20 

133,759 

3,783 

163,296 

3,315 

9,104 

12,419 

886 

32,511 

961 

34,551 

3,811 

72,720 

8.630 

10.693 

3.113 

34.429 

14,451 

394.576 

465.892 

33.026 


272.710 


97.089 


733.988 


309,660 


397.060 


1.843^533 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


7,421 

89 

7,^510 


61,132 

2.016 

63.148 


13,905 

3.855 

17.760 


43,259 

7.207 

50.466 


30,942 

6.397 

37.339 


156,659 
19.564 


176,223 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


206.969.629 
206,969^629 


206.969.629 
206.969.629 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


887,959 
3.877.549 
4.765.508 


887,959 
3.877.549 
4.765.508 


TRANSFERS 
Accounting  Entity  Transfers 
Mandatory  Transfers 
Total 


16,235 


16.235 


54,496 


54.496 


84,537 


84,537 


160,181 


160,181 


26,102.499 
26.102.499 


315,449 
26.102.499 
26,417,948 


TOTAL  PROGRAM  EXPENDITURES 


$140,123 


$1.246,866    $650,643 


$2.116,934   $1.234,804  $238.234.696   $243.624.066 


GENERAL  FUND 

Budgeted  $133,408 

Actual  131.445 

Unspent  Budget  Authority     $  1.963 


$  859,722 

851.910 

S    7.812 


$331,553 

329.978 

$  K575 


$1,166,621 

1.150.912 

$   15.709 


132,314 
131.154 


$  67,275,333 
57.708.486 


1.160  $ 


9.566.847 


$  69,898,951 

60.303.885 

S  9.595.066 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  19,071 

8.678 

$  10.393 


$  457,247 

394.956 

$   62.291 


$360,697 

320.665 

$  40,032 


$1,192,665   $1,256,924  $181,172,420   $184,459,024 

966.022    1.103.650   180.526.210    183.320.181 

$     226.643       $     153,274     $         646.210       $ 


1, 


138.843 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  22  through  26. 
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OFFICE  OF  PUBLIC  INSTRUCTION 

SCHEDULE  OF  AGENCY  FUND  ACTIVITY 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


FUND  BALANCE:   July  1,  1986  $ 1^:1 

ADDITIONS: 

Fisccal  Year  1986-87 

Budgeted  Receipts  26,463,938 

Nonbudgeted  Receipts  (2,709) 

Prior  Year  Receipts  (184,117) 

Fiscal  Year  1987-88 

Budgeted  Receipts  28,222,716 

Nonbudgeted  Receipts  14,207 

Prior  Year  Receipts  — (455,653) 

Total  Additions  54,058,382 


DEDUCTIONS: 

Fiscal  Year  1986-87 

Budgeted  Disbursements  26,905,734 

Nonbudgeted  Disbursements  566 

Prior  Year  Disbursements  (628,099) 

Prior  Year  Adjustments  (1,089) 

Fiscal  Year  1987-88 

Budgeted  Disbursements  28,412,103 

Nonbudgeted  Disbursements  18,206 

Prior  Year  Disbursements  (644,202) 

Prior  Year  Adjustments  (4  ,  837) 

Total  Deductions  54,058,382 


FUND  BALANCE:  June  30,  1988 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  22  through  26. 
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OFFICE  OF  PUBLIC  INSTRl^CTION  (QPH 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED 

JUNE  30.  1987  AND  19R8 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

OPI  uses  the  modified  accrual  basis  of  accounting  which  is  described  in  the 
Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists  when 
the  related  liability  is  incurred  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

Equipment  expenditures  may  be  charged  against  the  fiscal  year  in 
which  a  valid  purchase  order  is  issued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expenditure  is  to  be  accrued. 

Obligations  for  employees'  vested  annual  leave  and  sick  leave  are 
recorded  as  expenditures  when  paid. 

Revenues  under  the  modified  accrual  basis  of  accounting  are  recognized 
when  measurable  and  available.  "Available"  means  the  revenue  will  be  received  soon 
enough  to  pay  liabilities  of  the  current  period. 

Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the 
basis  of  funds  according  to  state  law.   The  following  fund  types  are  used  by  OPI: 

General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources  that 
are  legally  restricted  to  expenditures  for  specified  purposes.  Legislative 
appropriations  are  required  to  spend  from  this  fund  type. 
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Trust  and  Agency  -  accounts  for  assets  held  in  trust  or  as  an  agent  by  OPI  for 
others.  The  major  item  accounted  for  in  these  funds  are  grant  moneys 
distributed  to  local  educational  agencies.  A  legislative  appropriation  is  not 
required  to  spend  from  these  funds. 

Vacation  and  Sick  Leave 

Employees  are  paid  for  100  percent  of  unused  vacation  and  25  percent  of 
unused  sick  leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for 
vacation  and  sick  leave  are  not  reflected  in  the  accompanying  financial  schedules  for 
OPI.  The  liability  is  recorded  on  SBAS.  Expenditures  for  termination  pay  currently 
are  absorbed  in  the  annual  operational  costs  of  the  office.  At  June  30,  1988,  the 
office  had  a  liability  recorded  on  SBAS  of  $380,550  for  vacation  and  sick  leave. 
SBAS  was  not  updated  in  fiscal  year  1987-88,  but  this  did  not  result  in  a  material 
misstatement. 

2.  GENERAL  FUND  BALANCE 

The  General  Fund  beginning  and  ending  fund  balance  on  an  individual 
agency  basis  is  zero  since  any  balance  in  the  fund  is  owed  to  the  state  General  Fund 
at  fiscal  year-end. 

3.  GENERAL  FIXED  ASSETS 

The  office  records  assets  on  the  state's  Property  and  Accountability 
Management  System.  The  general  fixed  asset  equipment  balance  at  June  30,  1988, 
is  $2,688,718. 

4.  COUNTY  EQUALIZATION 

OPI  based  foundation  program  payments  on  projections  of  revenues  raised 
by  counties.  OPI  projected  elementary  county  equalization  revenue  of  $59,130,326 
and  high  school  county  equalization  revenue  of  $36,298,864  for  fiscal  year  1987-88. 
These  funds  came  from  the  28  mill  elementary  and  17  mill  high  school  levy,  motor 
vehicle  fees,  federal  forest  funds,  Taylor  Grazing  fees,  and  court  fines.  Nine  surplus 
counties  remitted  $10,554,885  in  fiscal  year  1987-88  from  the  mill  levies  for  state 
equalization  use. 

5.  U.S.  OIL  AND  GAS  ROYALTIES 

The  state  of  Montana  receives  money  from  the  federal  government  from  oil 
and  gas  leases  within  the  state.  This  money  is  to  be  used  by  the  state  for  schools  or 


23 


roads  In  1986,  the  June  Special  Session  of  the  Legislature  changed  the  percentage 
of  these  funds  which  go  to  OPI.  In  fiscal  year  1985-86,  OPI  received  62.5%  of  these 
funds  or  512,629,639.  OPI  received  lOO  percent  of  these  funds  in  fiscal  years  1986- 
87  and  1987-88  totalling  $23,433,021  and  $26,327,797,  respectively.  In  fiscal  year 
1985-86  this  revenue  was  classified  as  "Rentals,  Leases  and  Royalties."  In  fiscal  years 
1986-87  and  1987-88  the  classification  was  "Federal  Assistance." 

6.  LOTTERY  REVENUE 

Montana  began  a  lottery  in  fiscal  year  1987-88.  A  portion  of  lottery  revenue 
was  designated  by  the  Legislature  for  OPI  to  be  used  as  equalization  aid  to  the 
retirement  fund  obligations  of  elementary  and  high  school  districts.  This  change  in 
funding  resulted  in  $9,243,257  of  other  financing  sources  revenue  to  OPI  in  fiscal 
year  1987-88. 

7.  FINE  REVENUE 

OPI  receives  revenue  from  fines  levied  and  collected  by  county  justices  of 
the  peace.  In  fiscal  years  1986-87  and  before,  certain  types  of  fines  were  remitted 
by  the  county  officials  to  certain  state  agencies,  including  OPI.  The  1987  legislature 
changed  the  law  so  that  all  fines  are  collected  by  the  Department  of  Administration 
(D  of  A)  and  then  distributed  to  various  agencies  on  a  percentage  basis.  This  results 
in  OPI  showing  $753,420  of  fines  revenue  in  fiscal  year  1986-87  and  no  fines  revenue 
in  fiscal  year  1987-88.  The  fiscal  year  1987-88  fines  revenue  is  recorded  at  D  of  A 
and  the  proper  percentage  was  transferred  in  to  OPI  and  recorded  as  a  cash  transfer. 

8.  CASH  TRANSFER 

OPI  receives  funding  from  a  variety  of  sources.  Some  of  this  money  is 
collected  by  other  state  agencies  and  recorded  as  revenue  by  those  agencies  when 
received.  To  avoid  duplicate  recording  of  the  same  revenue  on  the  state's  accounting 
records,  the  state's  accounting  system  uses  a  cash  transfer.  The  cash  which  the  other 
agencies  collected  and  recorded  as  revenue  is  automatically  transferred  at  fiscal  year 
end  to  OPI's  records. 

9.  EDUCATION  TRUST  FUND  TRANSFER 

The  1987  Legislature  authorized  a  transfer  of  $34  million  from  the  Education 
Trust  Fund  (ETF)  principal  to  the  school  equalization  program.   In  fiscal  year  1987- 
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88,  $9,350,000  was  transferred,  with  the  remainder  to  be  transferred  in  fiscal  year 
1988-89. 

10.  NEGATIVE  FUND  BALANCE 

The  special  revenue  fund  shows  negative  fund  balances  at  July  1,  1986  and 
June  30,  1988.  OPI  shares  the  state  equalization  account  with  two  other  state 
agencies,  the  Department  of  Revenue  and  the  Department  of  State  Lands.  OPI's 
financial  schedules  show  only  OPI's  portion  of  the  state  equalization  program.  OPI 
is  primarily  responsible  for  the  expenditure  activity  of  the  program.  As  a  result, 
OPI's  portion  of  the  equalization  program  fund  balance  is  negative.  Fund  balance  for 
the  state  equalization  account  as  a  whole  was  $25,592,321;  $86,877;  and  ($97)  as  of 
June  30,  1986,  1987,  and  1988  respectively. 

11.  TAX  REVENUE  DECREASE 

Tax  revenue  decreased  between  fiscal  years  1986-87  and  1987-88  by  approxi- 
mately $6.4  million.   The  decrease  was  primarily  due  to  three  factors: 

a  recording  error  in  fiscal  year  1986-87  which  overstated  fiscal  1986- 
87  tax  revenue  by  $2.1  million. 

a  decrease  in  taxable  valuation  between  fiscal  years  1986-87  and 
1987-88  which  resulted  in  a  decrease  in  surplus  tax  revenue  collected 
from  the  counties  of  $2.1  million. 

a  decrease  of  $.7  million  in  Vocation  Education  millage  received  by 
OPI  as  a  result  of  the  1987  Legislature  moving  the  vocational  tech- 
nical center  administration  from  OPI  to  the  Board  of  Regents  of 
Higher  Education. 

12.  CONTINGENCIES 

OPI  is  the  defendant  in  or  otherwise  has  an  interest  in  the  following  lawsuits: 

Helena  Elementary  School  District  #1.  et  al.  v.  State  of  Montana,  et  al. 

In  District  Court  (on  appeal  to  the  Supreme  Court  of  Montana) 
S.R.  v.  Board  of  Trustees  of  Rosebud  County.  School  District  #19.  et  al. 

In  Federal  District  Court 
Deden  v.  Montana  Office  of  Public  Instruction,  et  al. 

Before  Montana  Human  Rights  Commission 
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Rideewav.  et  al.  v.  Montana  High  School  Association,  et  al. 

On  appeal  to  the  United  States  Ninth  Circuit  Court  of  Appeals 
Johnson  v.  State  of  Montana 

In  the  District  Court  (on  appeal  to  the  Supreme  Court  of  Montana) 

OPI's  legal  counsel  indicated  at  June  30,  1988,  the  estimable  potential  liability 
at  OPI  ranged  from  $10,000  to  $613,000.  This  liability  reflects  court  costs,  attorney 
fees,  and  other  defense  costs  related  to  the  above  cases.  Should  the  plaintiffs  succeed 
in  their  cases,  judgments  against  OPI  would  have  a  significant  financial  impact  to  OPI 
and  the  state  of  Montana.  However,  at  this  time,  the  potential  liability  cannot  be 
estimated. 

13.         OTHER  FINANCING  SOURCES 

The  $17.4  million  dollar  reduction  of  Other  Financing  Sources  between  fiscal 
year  1986-87  and  1987-88  is  primarily  due  to  three  factors: 

The  1987  legislature  used  a  portion  of  the  Education  Trust  Fund 
principal  to  finance  current  operations  at  OPI.  The  reduction  of 
principal  resulted  in  a  $7.3  million  reduction  on  Education  Trust  Fund 
interest  recorded  as  Other  Financing  Sources. 

Lottery  funds  of  $8.4  million  were  first  received  in  fiscal  year  1987- 
88. 

OPI  received  enough  revenue  in  fiscal  year  1987-88  to  be  able  to 
make  all  foundation  payments  from  the  Special  Revenue  Fund.  In 
fiscal  year  1986-87,  $19  million  in  General  Fund  transfers  were 
required  to  make  the  foundation  program  payments.  These  transfers 
are  recorded  as  Other  Financing  Sources. 


26 


AGENCY  RESPONSE 


The  Office  of  Public  Instruction 


State  Capitol 
Nancy  Keenan  C^^V-X?'-^  Helena.  Montana  59620 

State  Superintendent  »%^'^'  "^  (406)  444-3654 


February  3,  1989 


Scott  Seacat 
Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Dear  Scott: 

Enclosed  is  our  response  to  the  audit  recommendation  contained  in 
the  Office  of  Public  Instruction's  1987-88  report. 

I  would  like  to  compliment  you  and  your  staff  on  the  excellent 
job  done  preparing  this  report.  As  the  new  Superintendent  of  the 
Office  of  Public  Instruction,  I  consider  it  a  valuable  tool  to 
identify  areas  within  my  office  needing  attention. 


We  appreciate  the  opportunity  to  respond  to  the  audit  report. 
Sincerely, 


Enclosure 
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KKCOMMBNDATIONS 
RECOMMENDATION  #1 

A.  OPI  SEEK  BUDGET  AUTHORITY  TO  EXPEND  THE  45  MILL  BASIC  LEVY. 

B.  OPI   RECORD  REVENUE  GENERATED  BY  THE  BASIC  HILL  LEVY  AND  THE 
SUBSEQUENT  EXPENDITURES  IN  THE  STATE'S  ACCOUNTING  RECORDS. 

RESPONSE  -  We  concur.  According  to  the  Office  of  Budget  and 
Program  Planning,  appropriation  language  in  HB2  will  allow  us  to 
record  the  expenditures  and  revenues  related  to  the  45  basic  mill 
levy  in  the  state's  accounting  records  this  fiscal  year. 

RECOMMENDATION  #2 

WE  RECOMMEND  OPI  CHARGE  ONLY  ALLOWABLE  COSTS  TO  THE  ECIA 
CHAPTER  II  BLOCK  GRANT. 

RESPONSE  -  We  concur.  This  recommendation  was  implemented 
for  costs  incurred  during  the  current  fiscal  year  and  the  change 
is  reflected  in  our  budget  request  for  the  1990-91  biennium. 

RECOMMENDATION  #3 

WE    RECOMMEND    OPI     IMPLEMENT    PROCEDURES    TO    ENSURE    THE 
MAINTENANCE   OF   LEVEL    OF    EFFORT   REPORT    IS    ADEQUATELY   SUPPORTED. 

RESPONSE  -  We  concur.  Controls  will  be  impelemented  to 
ensure  any  changes  to  trustees'  reports  are  adequately 
documented. 

RECOMMENDATION    #4 

WE   RECOMMEND   OPI    ESTi\BLISH    PROCEDURES   TO   ENSURE   SCHOOL   LUNCH 
MATCHING    REQUIREMENT   ARE   MET. 

RESPONSE  -  We  concur.  Internal  controls  will  be  reviewed  to 
ensure   all   matching    requirements   are  met. 

RECOMMENDATION    #5 

A.       OPI    ADEQUATELY   SEGREGATE   THE   DUTIES   OF   THE    EDP   STAFF. 

RESPONSE  -  We  concur.  OPI  will  implement  a  process  of 
reviewing  all  work  performed  within  EDP;  development  and 
maintenance  by  a  programmer  will  be  reviewed  by  another 
programmer  and  will  receive  final  approval  by  a  senior  staff 
person  in  data  processing.  In  addition  prograni  staff  (users) 
will  be  required  to  initiate  and  approve  development,  enhancement 
and  change  requests.  A  written  procedure  and  necessary  forms 
will    be   developed   to   guide   this   process. 
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B.  OPI  IMPLEMENT  PROCEDURES  TO  ADEQUATELY  SAFEGUARD  THE 

MINICOMPUTER  FACILITY. 

RESPONSE  -  We  concur.  The  computer  room  will  be  made  more 
secure  by  restricting  key  distribution  and  moving  the  network 
printers  to  a  location  outside  the  computer  room  which  will 
remain  accessible  to  programmers  and  other  OPI  staff.  In 
addition  OPI  will  investigate  the  cost  of  obtaining  security 
services  or  installing  burglar  alarms  for  the  computer  facility. 

C.  OPI  ADEQUATELY  DOCUMENT  A  DISASTER  RECOVERY  PLAN. 

RESPONSE  -  We  concur.  OPI  has  obtained  a  copy  of  the 
Disaster  Recovery  Plan  used  by  the  Department  of  Commerce.  OPI 
will  further  work  with  the  Department  of  Administration  to  seek 
alternate  means  of  processing  data.  Development  of  an  OPI  EDP 
disaster  recovery  plan  has  been  made  a  priority. 

RECOMMENDATION  t6 

WE  RECOMMEND  OPI  IMPLEMENT  PROCEDURES  TO  ENSURE  PERSONNEL 
ARE  AWARE  OF  APPLICABLE  APPROPRIATION  LAWS  AND  TO  ENSURE 
COMPLIANCE  WITH  lUE  LAW. 

RESPONSE  -  We  concur.  Personnel  responsible  for  compliance 
with  appropriation  laws  will  be  made  aware  of  the  laws  and 
controls  to  ensure  their  compliance  will  be  implemented. 
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